DOCUMENT RESUME 

CE 048 694 

Heaseldenr Mark; And Others 

Financial Management for Transit: A Handbook. 

Indiana Univ., Bloomington. Inst, for Urban 

Transportation. 

Urban Mass Transportation Administration (DOT), 

Washington r D.C. 

DOT-I-86-10 

Apr 85 

222p. 

Guides - Non-Classroom Use (055) 
MF01/PC09 Plus Postage. 

*Accounting; Automation; ^Budgeting; *Business 
Administration; Computer Oriented Programs; Credit 
(Finance); Decision Making; Microcomputers; *Money 
Management; Postsecondary Education; *Public 
Facilities; Risk; *Transportat ion 
*Mass Transit 



This handbook is primarily intended to serve as a 
primer for transit system managers who have not had any formal 
financial education through college classes, professional developmant 
programs, or extensive on-the-job programs. The following topics are 
covered: financial planning techniques for transit (beginning the 
financial planning process, turning strategy into a financial plan, 
budgeting, and coping with problems and pitfalls); accounting 
fundamentals (the accounting process, financial statements, working 
capital, cost analysis, break-even analysis, the cash and accrual 
basis of accounting, depreciation); budgeting (purposes of a budget, 
concepts in budgeting, budget preparation, internal preparation, 
external review, implementation, analysis techniques); cash control 
(the operator, the farebox, the vault, receiving vaults/ancillary 
equij^ent, vault handling and physical facilities, money counting, 
money room operators, funds transfer, other loss areas); inventory 
management (reasons for and requirements of effective inventories); 
risk management (elements of risk management, risk funding and 
decision making, property and liability insurance coverages, and 
establishment of a risk management policy); cash management (cash 
flow time lines, the concept of float, banking services, cash 
discounts, cash flow forecasts); debt financing (types of debt, 
planning and issuing debt); capital expenses (the time value of 
money, life-cycle costing, vehicle rehabilitation, tax benefit 
transfer); and automation in financial management. Appendixes explain 
various debt mechanisms and microcomputer applications. (MN) 
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INIRODUCTION 



The transit indistiy has been in a state of financial crisis for 

!f?4 ^® ''^^ "® in sight. Cbcreasim sources 

of financial supprt, increasii^ costs, shiftily govemnental roles, and 
chaqBing r«gMlatoiy requlranents are creating pressures on transit nana- 
goent to reassess existing assunptions and sedc internal econonlcs. 
Abow all, this caplex endronnent creates the critical need for sound 
financial nanqgement principles. Althoiigh financial mn^ement is fre- 
quantly confused with accamtiqg, it is far more than a means for 
tracking "onqr flow. A its heart lies the allocation and iiBn«ement 
of an ois»nization s financial, hunan, and plysical resources: it thus 
creatM a basic fraiewoik for nanqgerial decision nHkim. Ultinately 
eveiy decision a transit mancger makes has financial iin>lications. 

In response to this problan, the Institute for Urban 
Transportatioi/Center for Transit Research and ^fan%enent Development at 
Indiana University (lUI) developed a ten day trainirtt course caUed 

^ViJS^i'*"*?^"*'^'''''^?"^^" Since 1982, this course has been 
offered twice each year to financial managers fron transit systens fron 
all over the United States. Ihs true tors for the course ha;^ been 
■r?2*? 5*" i" transit indistiy and fron faculty members 

ofthe Indiana University School of Business who hai^ borra«ed the pcwen 
techniques fron private inlistiy and adapted then for use in the pibUc 
sector. 



This handbodc devel(ped as a Ipglcal outgrwth of the "Financial 
Management for Ttansit?' training cairse. lUT staff members used the 
training coarse notebodcs as a base, along with other available stuiies 
anddoouments. Rran this material «e developed a handbodc which 
addresses miy of the fundamental financial nan^ement issues that the 
transit inlistiy faces, ftch of the ten chapters addresses a separate 
financial topic and can be used by itself for a specific use, or the 
chapters can be used in conjunction to provide a coiprehensiye approach 

i "n»nci«l «™«fl««ent. Despite the wriety of topics, this hand- 
bodc is not intended to encoipass all of the financial raragement issues 
of the transit indistiy; nor can it coipletely cower aiy of the topics 
that are inckided. This handbodc is merely intended to be a priner for 
transit mantten that ham not hai the opportunity for a fomml finan- 
cial e(lKation, eittier throjgh college classes, professional develocment 
oJ*^Kf?Ji through extensjje on-the-job experience. Ife hope that some 
of the ideas presented in this hanibock will be beneficial even to th>se 
financial mamgers i*o have had fonnal trainirg and experience. 
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introduction 

Financial planning in transit has always been importanL Fbon the 
veiy earliest private enterprise days of the Inlistry to the pre- 
sent days of pibUc ownership, there has been an ob«dous need to gaise 
careful fy the resources needed for canylig out opi^.rations and to nake 
the necessaiy capital Iwesftnents to the tramit property. 

Financial planniig Is even more important in tines when mowy is 
scarce. Minqgement effort is always directed toward the scarce 
resc.trce; i^en labor is short, the aanegement of personnel f motion 
becones an important factor. With mounting concern over fiscal problans 
in transit, manegement attention should be increasiigV directed toward 
f Inancial planning, that should be and what actual V is are often two 
veiy different things; the financial planning that prudence and good 
manqgenent demand is often missing in transit, replaced by flddlli^ with 
budgets and cost-^tting pcpgrans that are sinple reactions rather than 
careful crafted events. 

Financial planning is more diffiailt and more necessaiy at inresent 
because of the naiy financial imcertalnties facing trarelL Vhile 
uncertainty is no stranger to the transit inlistiy, it has tdcen on a 
nea dimension. Btom a financial viewpoint, the federal aid progran, 
b^gun in 1961, had contimalfy ej^anded the number of prograns and the 
federal fmds available; for maiy years the trend was steadily upward. 
Since 1981 the level of federal support has actualfy diminished and 
the massive federal deficit sigg^sts that this decline may continue into 
the future. 

Local and state supp)rt of transit is another uncertainty. In 
recent decades, there ha^ been sibstantlal increases in state and local 
support for transit operations, capital, planning, and other prograns- - 
usuftlfy matching a federal grant--but this support tends to fluctuate 
with the condition of the econonyr. ti bad econcodc times, when transit 
ridership and fare receipts usualfy fall, it is difficult for state and 
local govemnent to provide additional finds for trareiL Aid local 
political conflicts between city and siburb^ risiiK costs of labor and 
supplies, and citizen tax revolt, and the financial sitmtion in trarait 
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